The term "profit" is an accounting concept which shows the excess of income over expenditure viewed during a specified period of time. The basic financial objective of companies is to maximize, within socially acceptable limits, profits from the use of funds employed by them. If an enterprise fails to make profit, capital invested is eroded and if this situation prolongs, the enterprise ceases to exist. Profit can be increased in two ways: by increasing turnover or total income, or by reducing total costs, or total expenditure. In practice, both methods be used to the maximum extent possible. But this is not the only factor of testing financial efficiency of a company. Many companies which appear to be operating satisfactorily come to grief because they neglect cash flow, the day to day expenditure needed to keep them afloat. It is therefore vital that managers, including those concerned with performance, should acquaint themselves with modern practice in this respect and become familiar with the latest ideas on the subject. The term "profitability" is a combination of two words namely profit and ability. To obtain profit, from accounting point of view total expenses are deducted from the total revenues for a given period. The word ability means the earning power of operating performance of the concern on its investment. Therefore, profitability may be defined as the ability of a given investment to earn a return from its use. The paper mainly focuses on analyses of profitability of selected cement companies in India during period of 2001 to 2010.
II. Review of Existing Literature
Several studies have been carried out on various aspect of profitability of corporate sector in India. Some of them which are notable ones are reviewed for the purpose of identifying the research gaps. Banerjee. (1982) opined in a research work that corporate profitability is influenced by its liquidity in three different manners. Upto a certain level increase in liquidity leads to an increase in profitability, beyond that profitability remains constant with the increase in liquidity upto a certain point and thereafter increase in liquidity leads to decline in profitability. Banerjee.(1982) in his study on cash management observed that liquidity of a firm was largely affected by the composition of its working capital. The study conformed to the theoretical argument that the higher the proportion of current assets to total assets the higher is the liquidity.
An econometric analysis regarding price cost margin in Indian manufacturing industries was made by Jain (1981) who observed that cost factors were considered as the most significant determinant of profitability.
Mallick and Sur (1998) examined the impact of working capital management on profitability in Indian Tea industry with the help of some statistical tools and techniques. The study revealed that, out of the nine ratios relating to working capital management five ratios registered positive association and the remaining four ratios showed negative correlation with the profitability indicator.
Sur. and Rakhit. (2005) in their research study examined the relationship between assets management and profitability taking into account 25 selected enterprises in Indian corporate sector. The study revealed that receivable turnover ratio was positively associated with profitability in 14 companies, inventory turnover ratio was positively associated with profitability in 10 companies and operating long term asset turnover ratio was positively associated with profitability in 19 out of 25 selected companies. So all the companies did not conform to the traditional view that higher the asset turnover the higher is profitability. Taking all the selected companies as a whole, a positive association between receivable turnover ratio and profitability and between operating long term asset turnover ratio and profitability was found. However a negative relationship between inventory turnover ratio and profitability was noticed.
Chakraborty (2008) evaluated the relationship between working capital and profitability of 25 selected companies in the Indian pharmaceutical industry during the period 1996-97 to 2007-08. The study revealed that the liquidity management, inventory management and credit management made positive contribution towards improvement of the corporate profitability.
Basu. (2011) examined in his study the relationship between debtors management and profitability taking eleven selected companies in Indian cement Industry for the period 2000-2009. The study revealed that current ratio was positively associated with return on capital employed in 7 companies, inventory turnover ratio was positively associated with return on capital employed in 9 companies and debtor turnover ratio was positively associated with return on capital employed in 9 companies.
Sathya. (2012) conducted a study on analysis of composite profitability index of 30cement companies in India. While making this study the researcher used secondary data and analyzed these data by using various statistical tools and techniques. The study showed that in order to rank the selected companies in terms composite profitability, ratio-wise scores were aggregated and the firm securing the highest total score captured the highest rank and the firm securing the lowest total score occupied the last rank.
Objectives of the Study:
The study has the following objectives: i.
To measure the profitability of the selected companies in the Indian cement industry during the period under study. ii.
To identify the profitability trends of the selected companies during the same period. iii.
To examine the growth of selected cement companies in India.
Scope of the Study:
In the present study twelve companies in Indian cement industry were covered. It was an attempt to analyze the profitability of the selected companies in the Indian cement industry during the period under study, i.e. from 2001 to 2010.
III. Research Methodology of the Study: (i) Sample design:
The study was based on twelve selected companies in Indian cement industry. In this study purposive sampling procedure was followed. The selected twelve companies were: 1. ACC 2. Ambuja 3. Birla
(ii) Collection of data:
The data of the selected twelve companies in Indian cement industry for the period 2001 to 2010 used in this study were collected from secondary sources i.e. Capitaline Corporate Database of Capital Market Publishers (I) Ltd. Mumbai. The data used in this study pertains to the financial year figures of each year under study. Other secondary sources used in this study were CMIE reports, Books, magazines, journals, newspapers, published annual reports of the selected companies, research reports .
(iii) Analysis of data:
For analyzing the data in this study, simple mathematical tools like percentages, averages, ratios were used. The ratios relating to the measurement of profitability which were used in this study are: (a) Gross profit ratio (GPR), (b) Net profit ratio (NPR), (c) Return on capital employed (ROCE) and (e) Return on net worth (RONW). In order to measure the performance in respect of profitability more precisely a comprehensive rank test considering both average and consistency aspects of the above mentioned indicators of the financial performance was made
Measurement of Profitability of the Selected Companies
Profitability means the earning capability of a business firm. There are two types of profitability ratios: profit margin ratios and rate of return ratio. Profit margin ratios show the relationship between profit and sales. Since profit can be measured at different stages, there are different types of profit margin ratio. The most popular profit margin ratios are gross profit ratio, net profit ratio, operating profit ratio. Rate of return ratios represent the relationship between profit and investment. The most popular rate of return measures are return on capital employed, return on net worth etc. This chapter presents the analysis of the profitability of the selected companies using the following profitability measures.
Gross Profit Ratio (GPR):
This ratio shows the margin left after meeting manufacturing costs. It measures the efficiency of production as well as pricing. A high GPR is a sign of good management. Table 1 shows the average GPR of the select companies in Indian cement Industry for the period 2001 to 2010 was 20.19 and its average C.V. for the same period was 58.46 per cent. The study of GPR of the selected companies reveals that six companies, namely, ACC, Ambuja, Chettiland, Madras, Grasim, and Shree maintained their efficiency in production as well as pricing at a level above the industry average (20.19) during the period under study whereas the consistency in respect of efficiency in production as well as pricing was considerably higher in all companies except India, Sanghi and Prism as compared to the industry average (58.46 per cent) during the same period. So, as a whole ACC, Ambuja, Chettiland, Grasim, Madras and Shree had cared or been able to manage their efficiency of production as well as pricing very impressively.
Net Profit Ratio (NPR):
It shows the earnings left for shareholders (both equity and preference) as a percentage of net sales. It measures the overall efficiency of production, administration, selling, financing, pricing and tax management. Table -2 shows the average NPR of the selected companies in Indian cement industry for the period 2001 to 2010 was 7.94 and its average C.V. for the same period was 128.75 per cent. The study of NPR of the selected companies discloses that five companies, namely, ACC, Ambuja, Birla, Grasim, and Madras maintained their overall efficiency in production, administration, selling, financing, pricing and tax management at a level above the industry average (7.94) during the period under study whereas the consistency in respect of efficiency in production, administration, selling, financing, pricing and tax management was considerably higher in ACC, Amnuja, Birla, Century, Chettiland, Grasim, Madras, OCL, Shree and Sanghi as compared to the industry average (128.75 per cent) during the same period. This conforms that the performance of overall efficiency of production, administration, selling, financing, pricing and tax management of ACC, Ambuja, Birla, Grasim and Madras were encouraging.
Return on Capital Employed (ROCE):
This ratio measures the overall profitability of a firm. The higher the ratio, the higher is the overall earning capability of the firm. Table -3 shows the average ROCE of the selected companies in Indian cement industry for the period 2001 to 2010 was 18.03 and its average C.V. for the same period was 63.24 per cent. The study of ROCE of the selected companies reveals that only six companies, namely, ACC, Ambuja, Birla, Grasim, Madras and Prism maintained their overall profitability at a level above the industry average (18.03) during the period under study whereas the consistency in respect of overall profitability was considerably higher in ACC, Ambuja, Century, Grasim, Madras, OCL and Shree as compared to the industry average (63.24 per cent) during the same period. So, as a whole ACC, Ambuja, Grasim and Madras had cared or been able to manage their overall profitability very well.
Return on Net Worth (RONW):
It measures the earning capability of the company from the view point of its equity shareholders. This ratio expresses the relation of the amount of net profit after tax to the amount of funds invested by the owners. In other words, it indicates how profitably the shareholders" funds have been utilized by the enterprise. Table-4 shows the average RONW of the selected companies in Indian cement industry for the period 2001 to 2010 was 18.58 percent and its average C.V. for the same period was 89.22 per cent. The study of RONW of the selected companies reveals that only six companies, namely, ACC, Ambuja, Birla, Grasim, Madras and Shree achieved the earning capability from the view point of their owners at a level above the industry average (18.58) during the period under study whereas the consistency in respect of it was considerably higher in ACC, Ambuja, Century, Grasim, Madras and Shree as compared to the industry average (89.22 per cent) during the same period. This confirms that the earning capability of ACC, Ambuja, Grasim, Madras and Shree from the view point of their equity shareholders as a whole was encouraging.
For measuring the profitability status of the selected companies more precisely a comprehensive rank test considering both average and consistency aspects was made. While making such analysis, three steps were undertaken. In the first step comprehensive ranks were ascertained on the basis of the average values of all the selected profitability measures. In this test, a process of ranking was applied to arrive at a more comprehensive measure of profitability in which average values of the selected four ratios, namely, GPR, NPR, ROCE and RONW were combined in a points score. A high average value of any profitability ratio indicates greater profitability and ranking was done in that order. Ultimate ranking was done on the basis of the principle that the lower the aggregate of individual ranks the better is the profitability status and vice versa. Table 5 shows that Ambuja which ranked first according to the average values of GP,NP, fourth according to the average ROCE and sixth according to the average RONW, had a combined score of 12 in the composite ranking. Similarly, ACC had a combined score of 14, Birla and Grasim15, Shree 17, Madras 18, Prism 26, Chettiland and OCL 34, Sanghi 39, Century 41, and India 47. So, according to the composite score based on the average values of the selected profitability ratios, Ambuja captured the top most position and was followed by ACC, Birla &Grasim, Shree, Madras, Prism ,Chettiland & OCL, Sanghi, Century and India respectively in that order.
In the second step the consistency in respect of overall profitability of the selected companies was assessed by using the comprehensive rank test considering C.V. of all the selected profitability ratios of each company during the study period. A low value of C.V. of each selected profitability measure implies a more consistency as well as favourable position in terms of profitability and thus ranking was done in that order. Ultimate ranking was done based on the principle that the lower the aggregate of individual ranks the better is the profitability position and vice versa. Table 6 reveals that Ambuja which ranked first according to the values of C.V. of GPR & NPR, third according to the C.V. of ROCE and second according to the C.V. of RONW had a combined score of 7 in the composite ranking. Grasim which ranked first according to the values of CV of ROCE and RONW, second according to the CV of NPR and third according to the CV of GPR had a combined score of 7.SimilarlyOCL 13, Century 17, ACC 21.5, Madras 22, Shree 25.5, Birla 31, Chettiland 39,Sanghi 40,Prism 43 and India. According to the combined score based on the consistency measured by the C.V. of the selected profitability ratios, Ambuja and Grasim both captured the top most position and was followed by OCL, Century, ACC, Madras, Shree, Birla, Chettiland, Sanghi, Prism and India respectively in that order.
In the third step, "rank based on average" and "rank based on consistency" for each of the selected companies were added to arrive at its sum of ranks which was ultimately used to ascertain its final profitability rank. Final profitability ranking was done on the principle that the lower the aggregate of "rank based on average" and "rank based on consistency", the better is the profitability position and vice versa. Table 7 shows that Ambuja, which ranked first according to "average" and jointly first with Grasim according to "consistency", had a combined score of 2.5 in the sum of ranks. Similarly Grasim had a combined score of 5, ACC 7, both Birla and OCL 11.5, both Shree and Madras 12, Century 15,Chettiland 17.5, Prism 
